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COMMEHCE, CONSUMER, AND MONETARY AFFAIRS
SUBCOMMITTEE
OF THg
COMM”TEE ON GOVERNMENT OPERATIONS
RAYBURN HOUsE OFFiCce BUILDING, ROOM B-377
WASHiNGTON, D.C. 20515

March 24, 1983

Hon. Roscoe Sgzer, Jr.
Commissioner

Interna) Revenyea Service
Weshington, D. ¢c. 20224

Dear My, Counfssioner:

Your testimony s requested at a hearing by the Subcomnittee on Comnerce,
Consumer, and Monetary Affairs into the use of Offshore tax Faven/tax treaty
Countries, such zs the Netherlands Anti?1es, by u.s. and foreign bersens to evade

tax laws; tha adequacy of IRS Cperations fgp the Collection of taxes on
income Scnerated in the United States that js sent offshore; and, the extent of
tax losses resulting froq Misuse of tax havens, Tha heiring wi) focus on IRs
acticns to combat the use of the Nether]ands Antilleg by tax evaders, tax shelter

€s traffickers and third country "treaty shoppapgn to avoigd
Paying U.s. texes, Spccifica?ly, Y€ Will ex:iaine how IRS (1) Ensures that tay
treaties ;pe not sed tq facilitste tax evasion; (2) Utilizes information from
both frinast jc and Toreign sOurces ip tax audits ang fnvestigatwons to'identify
the use of Offshore transactions to evade y.5. taxes; ang (3) has ™ improyveq
informat jon gethering and sharing between the U.S. ang the Antilles,

I request that yay épp2ar anqg testify on Porij 13, 1983, at 2:3C A.m. in

roocm 2247 Rayburn Housp Office Bui]d1ng.

interest, dividend, real estate capital gain, rents, royalties and
other inceme., Include reports and forms filed or Drepared by the U.S.
Payer (such as Forms 1042 ang 10425), the FeCipient of the income (sych
as Form 1001), any Netherlands Antilles public or Private entity (such
as the VS-3) ang the IRsS (Form 5335).

b. Describe the PUrpose of each of the above reports and forms; how each
is used by IRS for tax administration Durposes, including document
matching, regular tax audits and investigations; the extent to which
each has been Used by IRrs from 1973 to the Present; and, the
limitations of ach for tax administration Purposes.
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“C.  Set forth the tax wfthho?ding requirements and tax rates on each type

of income that could be paid to a Netherlands Antilles recipient.
Contrast the Antilles withholding requirements and rates with with-
holding and rates on identical income paid to (i) U.S. recipients and
(i1) nontax treaty country recipients. .

Describe (a) the reporting and withholding requirements of the Foreign
Investment in Real Property Tax Act of 1980 (FIRPTA) and set forth specifi-
cally how these requirements have been or are being implemented by IRS with
respect to Netherlands Antilles transactions and (b) how IRS will identify
owners- of U.S. real property registered through Netherlands Antilles
cntities who do not voiuntarily comply with the reporting and security
provisicns of FIRPTA.

Cescribe how IRS utilizes the Agriculture Foreign Investment Disclosure Act
infernation in its reguler tax audits and investigations relating to
hetherlards sntilles transactions.

In order fur a norsen or 2ntity to receive reduced witkholding and rates
under the 1.S./Netherlends Antilles tax treaty, the Antilles recipient of
U.S. source income mist file with the U.S. payer, a "VS-3" form (Antilles
Govermment Certificaia) which certifies that the recipient is entitled to
the rcduced withhold®ag:  How many of these forms have been examined by IRS
for each year, 1978 to the present? Yith what results? Can the IRS rely on
the accurecy and validity of these forms? If not, why not? To what extent
heve these Forms assigted the Secvice in its efforts to deny Antilles tax
treaty bLenefits to persons or entities not entitled to them?

Cescribe the criteria utilized by IRS for determining whether it will open a
tox dnvestisziion of pevseis irdicted by fedsral or state autrorities for
crines invclving Jarge sums of money (i.e., marcotics) when a Netherlands
Antilles o- other tax haven entity has been used? For each year 1978 to the
present, set forth the nurber of such investigations opened by the Service
end the resulting tay consequences.

For eich yzar, 1978 t0 the present, prcovide responses to the following
siiowing separztely, for each, information pertaining to (i) the Netherlands
Antilles and (ii) other tax havens:

a. the arount of incomz and the associated tax loss on income sheltered in
cifsho e tax hzvens by U.S. taxpavers:

b.  the nuber of income *ax audits end criminal tax investications that
involved the use of Netherland Antilles and other tax haven companies,
financial entities, bank accounts or other transactions to evade-U.S.
tax laws: -

€. the amount of additional tax (i) assessed and (ii) collected, and the
value of financial accounts or other property seized resulting from
the above tar audits and criminal investigations;

d.  the number of income tax audits and investigations that could have

been -- but were not -- initiated and/or completed because information
and records crucial to the cases could not be obtained. Provide
examples of the type of data involved and why the data was denied;
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"e. the number of Title 26 investigations involving the use of the Nether-

Tands Antilles and other tax haven entities initiated by IPS or partic-
ipated in as part of other’ law enforcement efforts that were sent to
the Justice Department for approval, and the numbder pending at or
declined by Justice; and

f.  the number of Title 26 investigations that involved the use of offshore
entities that IRS could have initiated but did not because of concern
that Justice would not approve the case.

a. Describe all current income or other "information gaps® and improve-
ments needed in the present system for reporting of international
trznsections to, through and from the Antilles that would facilitate
(i) identifying and (ii) gaining access to information on U.S. or
third country person offshore transactions (including Sec. 861
interest incoine) for tax evasion purposes.

b. With respect to the exchange of information provision in the U.S.-
Netherlands Antilles tax treaty, will the current U.S. negotiating
position on the need for impirovement in (i) the identificaztion of the
beneficial owners of Antillean "bearer share" corporations and finan-
cial accounts and (ii) U.S. access to such information full permit
IRS to identify taxes due the U.S. Treasury on transactions to,
threugh and from the Antilles that are subject to U.S. taxation? If
not, what types of transactions, accounts or corporatioss would be
excluded? o

Set forth the number and general nature of any tax audits or investigations
from 1978 to the present, of U.S. persons suspected of failing to pay taxes
on interest earned from purchasing sc-called Eurobonds. Flezse estimate
the &mount involved and the probable tax loss from the purchzse of such
Eurobonds by U.S. taxpayers and third country persons and entities,

Please state the number, nature of and reasons for IRS audits of Eurobond
sales through Antilles finance subsidiaries owned by U.S. ccrporations,
such as the audit of Texas International Corporation. '

Set forth the number of private and published revenue rulings and procedures
IRS has issued since July 1, 1974, relating to entities in the Netherlands
Antilles. Please characterize in a general way the types of questions and
issues addressed in these rulings and procedures, including the issuve of
treaty shopping.

In preparation for the hearings, please submit to the subcommittze no later
April 4, 1983, the following materials: -

Informetion requested in questions number 1 through 5 of the subcommittee's
letter to you dated December 17, 1982.

Copies of memos, letters and other documents describing the newly initiated
task force with the Customs Service to identify U.S. taxpayers who are using
tax haven countries to evade U.S. taxes.

Stetistics showing the amount of Form 1042 income reported to IRS in 1981
and the tax withheld by country, by type of income.

-
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D. "The most recent copy of proposed regulations to implement the Foreign
Investiment in Real Property Tax Act of 1980.

Have ycur staff contact Peter S. Barash, the subcopﬁﬂtee.stafﬁ director, if
there are any questions. Please provide the subcommittee with five copwesagf
your written testimony and attachments, if any, no later than April 8, 1983.
Bring with you to the hearing 75 copies of your testimony. I look forward to your
testimony and thank you for your cooperation.

(§?rcere] 5 '
L/SJ@li(zlaAfﬁAﬂf} (/\‘
Doug Rarnard, Jr.

Chairfman
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